India needs to
spread benefits
~of its reform

This requires
managing flow of
people from rural
to urban areas

By VIKRAM KHANNA

[SINGAPORE] While India
has benefited from globali-
sation and is forging ahead
in many areas, it faces a
number of economic and
political challenges, Fi-
nance Minister Tharman
Shanmugaratnam said yes-
terday. Mr Tharman deliv-
ered the keynote address at

the fourth international con-

ference on South Asia, or-
ganised by the Institute of
South Asian Studies (ISAS)
on the theme “Challenges
of Economic Growth, Ine-
quality and Conflict in
South Asia”.

Mr Tharman pointed
out that India's economic
reforms, which were
launched in 1991, are work-
ing - regardless of which
government is in power.

- “Globalisation is a large
part of the explanation for
India’s new growth trajecto-
ry,” he said. He noted that
India’s embrace of globali-
sation is also reflected in
foreign direct investment
(FDI) numbers — last year,
inward flows of FDI to In-
dia totalled US$35 billion,
while outward flows were
US$19 billion.

Besides globalisation,
the strength of India’s do-
mestic demand is also help-
ing to strengthen India’s dy-
namic private sector. he
said. Another plus was that
policymaking in India is
now based on pragmatism
rather than ideology.

But for all its strengths,
India faces huge challeng-
es, Mr Tharman pointed
out. One is that, as Indian
policymakers themselves
acknowledge, after 18

years of reform, the bene-
fits have not trickled down
far enough. In particular,
the condition of the bottom
30 per cent of India’s popu-
lation “is a sad picture of
destitution and neglect”.

Mr Tharman said that
spreading the benefits of re-
forms more widely would
require India to accelerate
and manage the flow of peo-
ple from rural to urban are-
as, as was done in Europe
and the US during their ear-
ly development more than
a century ago, and more re-
cently, by China since
1978.

This in turn would need
job creation on a mass
scale, which can only be
done by raising the profile
of India’s manufacturing
sector, particularly labour-
intensive export-oriented
manufacturing, as services
exports cannot create mass
jobs, he noted.

He pointed out that scal-
ing up manufacturing
would require improving in-
frastructure, as well as rais-
ing standards of education,
including at the primary lev-
el. ‘

India’s dynamic private

secior could play a key role

in both these areas, he
said, which would suggest
that India’s way forward
“will be through a unique
private-public partner-
ship”.

Discussing the interplay
of politics and economics,
Mr Tharman observed that
the nature of politics in In-
dia creates difficulties for
policymakers. Voting pat-
terns suggest that politics is
short-term, sectarian and
caste-based, which reduces
the scope for policymakers
to make trade-offs in favour
of the larger good.

Later, at the same con-
ference, Indian parliamen-
tarian and author Arun

Shourie agreed that politics
“is a major drag on the re-
gion” and that observers of
India need to pay more at-
tention to the institutions of
the state and the norms of
public life.

. Mr Shourie, who served
as a Cabinet minister in the
Bharatiya Janata Party-led
coalition government of
Prime Minister Atal Behari
Vajyapee during
1999-2004, said that politi-
cians in India have “pan-
dered to narrow identfities”,
He noted that 99 per cent of
the members of India’s
Lower House of Parliament
have been elected on the
strength of minerity votes.
More than 60 per cent of
those elected received less
than 35 per cent of votes,
while 40 per cent of parlia-
mentarians received less
than 19 per cent of votes.
This pattern creates clear
incentives to engage in divi-
sive politics and weaken

the coalition, he said. India:

also suffers from adversari-
al politics, in which Opposi-
tion politicians oppose gov-
ernments on specific poli-
cies and then adopt the
same policies when they
are in government.

Mr Shourie suggested
that political reform is
therefore unlikely to come
spontaneously from within
the system and that India’s
increasingly powerful mid-
dle class, professionals and
industry groups need to cre-
ate pressure for change. “In-
dia cannot rely on politi-
cians to reform politics,” he
said.

The conference, which
is ISAS’s biggest annual
event, was supported by
the Singapore Business Fed-
eration; the Singapore Indi-
an Chamber of Commerce
and Industry; and the Indus
Entrepreneurs, an industry

group.




